STATE OF HAWAII
DEPARTMENT OF LAND AND NATURAL RESOURCES
Land Division
Honolulu, Hawaii 96813

September 22, 2006

Board of Land and Natural Resources PSF No.:06MD-101
State of Hawaii o
Honolulu, Hawaii MAUI

Reconsideration of Rent under General Lease No. S-4544 to The

Episcopal Church in Hawaii, Lessee, for Church and Allied

Purposes, Waiohuli, Maui, Tax Map Key: (2) 3-9-1:12.
APPLICANT:

The Episcopal Church in Hawaii, ‘a Hawaii non-profit corporation.

LEGAL REFERENCE:

Section 171-43.1, Hawaili Revised Statutes, as amended.
LOCATION:
Portion of Government lands of Waiohuli situated at Wailuku, Maui,

identified by Tax Map Key: (2) 3-9-1:12, as shown on the attached
map labeled Exhibit A.

AREA:
2.723 acres, more or less.

ZONING:
State Land Use District: Urban
County of Maui CzO: Public Use

TRUST LAND STATUS:

Section 5(b) lands of the Hawaii Admission Act

DHHL 30% entitlement lands pursuant to the Hawaii State
Constitution: YES NO X

CHARACTER OF USE:

Church and allied purposes.
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LEASE TERM:

Sixty-five (65) years, commencing on May 24, 1974 and expiring on
May 23, 2039. :

ANNUAL RENT:

$180.00 for the time period May 24, 1994 to May 23, 2006.

RENTAL REOPENINGS:

At the 20th, 32nd, 45th and 55th years of the lease term. Pursuant
to page 2 of the subject lease, "The rental for any ensuing rental
period shall be the rental for the immediately preceding rental
period or the fair market rental at the time of reopening, whichever
is higher. The fair market rental shall be determined by an
appraiser whose services shall have been contracted for by the
Lessor; provided that should the Lessee fail to agree to such fair
market rental, Lessee may appoint its own appraiser who, together
with the Lessor's appraiser, shall promptly appoint a third
appraiser and the fair market rental shall be determined by
arbitration as provided by Chapter 658, Hawaii Revised Statutes.
The Lessee shall pay for the services of its own appraiser and the
cost for the services of the third appraiser shall be borne equally
by the Lessor and Lessee."

DCCA VERIFICATION:

Place of business registration confirmed: YES X NO

Registered business name confirmed: YES X NO

Applicant in good standing confirmed: YES X NO
BACKGROUND :

The Land Board at its meeting on May 24, 1974, under agenda Item F-
7, approved the direct lease to Kihei Episcopal Church. The Church
would rehabilitate and utilize the old church ruins on the grounds
as a permanent place for church services, restore and maintain the
small cemetery near the church, improve the access road leading to
the area and provide for off-street parking. The Land Board at its
meeting on May 9, 1975, under agenda Item F-5, amended its prior
approval by correcting the name of the Applicant to The Episcopal
Church in Hawaii. General Lease No. S-4544 was executed on December
29, 1978 commencing May 24, 1974 to May 23, 2039.

The land Board at its meeting on October 22, 2004, under agenda Item
D-8 and November 19, 2004, under agenda item D-26, approved to amend
General lease No. S-4544 by establishing the rent for from May 24,
1994 to May 23, 2006 to be $180 per annum and the rent reopening
changed from the 30th year to the 32nd year (May 24, 2006).
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DISCUSSION:

According to General Lease No. S-4544 and subsequent Amendment, the
"rental for any ensuing period shall be the rental for the
immediately preceding rental period or the fair market rental at the
time of reopening, whichever is higher."

A rent reopening was on May 24, 2006. Staff has not yet contracted
the services of an independent appraiser to determine the fair

market rental. Staff thought this Board may want to consider
establishing the new rent at an amount at less than fair market
value.

As background, the Board of Land and Natural Resources (Board)
typically issues leases to private individuals and entities via
public auction. The new rent at reopening is established at fair
market rental value by an appraisal. If the tenant or prospective
tenant is an eleemosynary (charitable) organization, the Board may
issue the lease, at a nominal rent, by direct negotiation. - The
statute providing the Board this authority is as follows:

§171-43.1 Lease to eleemosynary organizations. The board
may lease, at a nominal consideration, by direct
negotiation and without recourse to public auction,
public lands to an eleemosynary organization which has
been certified to be tax exempt under sections 501 (c) (1)
or 501(c) (3) of the Internal Revenue Code of 1986, as
amended. The lands shall be used by such eleemosynary
organizations for the purposes for which their charter
was issued and for which they were certified by the
Internal Revenue Service. [L 1970, c 83, §5; am L 1971,
¢ 100, §81; am L 1982, c 202, §1; am L 1991, c 212, §3]

It is noted that the 501 (c) (1) organization must be both organized
by an Act of Congress and be an instrumentality of the United
States, while the 501 (c) (3) organization is a privately organized
charitable organization.

Therefore, when considering lease dispositions to eleemosynary
(charitable) organizations, the Board may issue the lease by public
auction at fair market rent, or by direct negotiation at an amount
below fair market rental (i.e., nominal rent). On May 13, 2005, the
Land Board established a Minimum Rent Policy that stated, among
other things, that the Minimum Rent for Lease be no less than $480
per vyear. Land Division generally issues Leases at fair market
rental value as determined by an appraiser or via public auction.
Staff believes "nominal rent" under Section 171-43.1, Hawaii Revised
Statutes ought to be anywhere between fair market rent, or lower,
but not lower than the minimum rent of $480 per year.

Staff has requested information on the Lessee's operations,
services, program measurements, budget and funding and has attached
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whatever the Lessee has provided [Exhibit B].

It should be noted that when the Lessee obtained its lease in 1978,
when Section 171-43.1, Hawaili Revised Statutes provided the Board
may lease by direct negotiation and without recourse to public
auction, to an eleemosynary organization certified by the director

of taxation to be tax exempt under section 235-9(a) (2). There was
no mention that the rent should be at - nominal. Changes were
implemented by Act 212, Session Laws of Hawaii 1991. [Exhibit D]

The Lessee is in compliance with all lease terms and conditions.
Rent of $180 is paid up to May 23, 2007. Liability insurance
expires January 1, 2007. There is a $360 cash bond on deposit. A
Notice of Default was issued February 2004 for not posting the
performance bond, expired fire and liability insurance coverage..
The items were submitted to our Maui District Office on February 20,
2004.

RECOMMENDATION: That the Board

1. Amend General Lease No. S-4544, The Episcopal Church in Hawaii,
Leesse, by (1) add 'Effective May 24, 2006 to May 23, 2019, the
annual rental shall be $480 per annum' subject to:

A. The standard terms and conditions of the most current lease
amendment document form, as may be amended from time to time;

B. Review and approval by the Department of the Attorney General;
and
C. Such other terms and conditions as may be prescribed by the

Chairperson to best serve the interests of the State.

Respectfully Submitted,

%M@MW
. Charlene E. Unoki
/ " Assistant Administrator

Young, ‘cHaikpkrson
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EXHIBIT“ 8 ”

APPLICATION AND QUALIFICATION QUESTIONNAIRE
{Non-Profit)

Write answers in the spaces provided. Attach additional sheets as necessary, clearly indicating
the applicable section number,

Part I: General Information

1. Applicant’s legal name: ~THE EFi=cs PAL CHVRCH a) HAWA]
Dt TRmi vy Efiscolal cuvRerd BY-THE sga

2, Applicant’s full mailing address:
Po. Boy 813 S,
Kive|, Hi G753 L =
3. Name of Contact Person: ~THE KEY. MOZLE/\/ E, FTQECI-{; J2. :: ,
Contact Person Phone No.: B0%-%°79-014 Fax No.. Bp@g-B75-0/lb 1
4, Applicant is interested in the following parcel: ” i; j
Tax Map Key No.: (23 5-9-of 12. Location: JIHEI, nadl &
If Applicant is current lessee: General Lease No.: _ 5-¢ls54 ¢ -

§ii5. When was Applicant incorporated? €waa«€om¥fgp UWIDER TUE _EF125¢0 3¢,
AdHuvged W Hawal

6. Attach the following:
MA. Articles of Incorporation

B. Bylaws
List of the non-profit agency’s Board of Directors
D. IRS 501(c)(3) or {c)(1) status determination
wE. Tax clearances from both the Internal Revenue Service and State of Hawaii
F. Audited financial statements for the last three years. If not audited, explain why.

If Applicant is a new start-up, attach projected capital and operating budgets.

G. Any program material which describes eligibility requirements or other requirements to
receive services

Part lI: Qualification

7. Is Applicant registered to do business in Hawaii:

8. Has Applicant received tax exempt status from the Internal Revenue Service?

9, Is Applicant licensed or accredited in accordance with federal, State or county
statutes, rules, ordinances, to conduct the proposed activities?

/4

List all such licenses and accreditations required:

Rev. 04/05/99 Non-Profit Application Form, page 1




10.

11.

12.

13.

Rev. 04/06/99

EXHIBIT“8 ”

Bt

Is Applicant in defaﬁlt or otherwise not in good standing with any State
department (e.g. POS agency, DCCA, DLNR, etc.)?

If yes, explain:

Yes

Has Applicant had a State of Hawaii lease, permit, license;, easement or
sale in fee cancelled within the last five years? If yes, list:

Doc. No. Type of Agreement Term of Agreement

Ye

Does Applicant have any policies which discriminate against anyone on the
basis of race, creed, color, national origin, sex or physical handicap?

If yes, explain:

Ye

Has Applicant received funding from a federal, State, or county government
agency, the Aloha United Way, and/or a major private foundation within the
last three years? Please list all such contracts below:

e

Agency Contract Term Contract Amount
Fe.mA. |'-l°-oa/j'2-51—ec $_ 1B9p. 250
Fe.m.A j0-1-% [ 12-21-99 $ _ | B1R.67

$

$

$

$

$

$

$

$

$

Non-Profit Application Form, page 2




EXHIBIT“ 8"

14, If Applicant has not received funding from a federal, State or county government agency, the
Aloha United Way and/or a major private foundation during the past three years, describe
Applicant’s qualifications to effectively perform the proposed services, including but not limited
to, grants or subsidies received from non-major, private fundors and/or staff or Board members
who possess significant experience in Applicant’s service field.

Part {ll: Program Activities and Persons to be Served

15. What activities will be conducted on the premises to be leased?
AKencmwus

'Q«Cemmuua-r}y MeEETINGS
CTBREAKE BT HopeRam

16. What are the specific objectives of these activities?
R. -1 BE AN EAsanfAl crurces/ e EnQE In_FIHE ]

“B. 1> RViTE MEETING SACE DL VAROUS CRHIUFS
i.€e. AA, L AA,, Ciammum-r/\/ BOARDS , ETC.
Q. T2 SERE BREVKEAST T2 THE HUNSRY DF Sout? nidd]

17. Describe the community need for and the public benefit derived from these activities.
A T GNE RESTPENTS TP iSIToLS 7 AXACE T2 wWok=SHifF

IN THE EASCOfA] TRAS /T2~
B T E@NE A SREATER JENSS OF dé)mmwu;y v KIHE)
C. T FRouDE A HOY mEnd. T2 STARY THE Ay

18. Describe the targeted population for these activities by: 1) age group, 2) gender, 3) ethnic
background, 4) income level, 5) geographic location of residence, 6) special needs/disability,
and 7) other applicable characteristic(s).

A 1B aT> o _Adples ARE Fok AL [fEp2E OF

AL ACEZ , BETPER, ETHNIC BACKERDID
INCoME LEVELS, GEDERAFPHIC Lpodvzonl pfF
—“KESIPEnNCE AT wWE ARE EHUIARY R TH o555~

Ly Slscidt NEEDS [ Droadiumes

Rev. 04/05/99 ) ANon-Profit Application Form, pagé 3




EXHIBIT“8 ™

10. Dascribe all ellglblllty requirements of clients to participate in the activities, e.g. age, income
level, ethnic background, income level, disability, etc.

—THERE" PLE- D "7&?7}30}/?@7‘77&7{/? S,

20. Do you require membership to participate in these activities? Ye{No )
If yes, list the requirements of becoming and remaining a member:

21. How many unduplicated persons will engage in the activities annually?
Activity Persons Per Year
A IS 0IS '?If oD
5. Commu/l//’r}v’ NEETNES XK, Joe
C. Blenxtass A rna Fdrn 7, 2o
22.  Is State funding made available for the activities to be conducted _ Ye@

on the leased premises?

If yes, by which State agency:

23. List all activities to be conducted on the leased premises which require payment of excise
taxes, e.g. subleasing, sale of products or services. Include an estimate of annual gross
revenues from each activity.

N
7

Part 1V: Development of the Land

24.  Describe the proposed site development plan for the property, indicating the location and size of
buildings, parking areas, landscaped areas and related uses. Attach sketch of plan if available.

HL(éMutudés /%%%bm”wa‘AAukﬁﬁﬁwj

— AP SCALNE é}a_¢b%ﬁcﬁwm/%é%§%

o) u%wuﬂﬁy 195 /.

Rev. 04/05/29 ' Non-Profit Application Form, page 4




25.

26.

27.

28.

 EXHIBIT“&”

What improvements to the land do you intend to make and at what cost?
INSTRALATI00) 0 A CDL 01 B8 Rrviim

POy BER po/ ﬂﬁ?@i. SOy #L@, OO O
Folk ptliCH 4 E HAVE
Been SIVEN AFFRDYAL -

How will the improvements be funded?

ConsTRUCTION DITS HAWE Bern, (7D
fOoR THkousH Sfecial. &=

Describe all environmental, land use and other permitting requirements which must be met to
develop the land as proposed.

A/;/,ét

Will you be subleasing any portion of the property? If yes, describe the sublease uses:
Ve

Part V:Notarized Certification

I/We hereby certify that the statements and information contained in this Application and

Questionnaire, including all attachments, are true and accurate to the best of my/our knowledge and
understand that if any statements are shown to be false or misrepresented, |/we may be disqualified
from receiving a lease or my/our lease may be canceled.

“ARiniry EGocsPar cHuRey

Applicant

lts: “Hee Its:

Name “Hy-THE-S€A Applicant Name

By:

Subscribed and sworn to before me this
(5 day of Cremeea? . 200/ .

Vel MMATHIS 7

I'\“]/otary Public

County of: SNz et K
State of: AL arcaec
My commission expires: &~ rS 2003

Rev. 04/05/99 ' Non-Profit Application Form, page 5




. Pistelct Clracter - -

EXH|B|T “&" Internal Revenue Service

Oste y 1n reply reter 02421320922
©JuL 121974 | t-225, Code XX
4Cae ....L.a-'a.c.-.,uj)

> The Cpiscopel Church in Hzwaid
. Cucen Zmna Square
Honolulu, Hawaid 98813

* (‘l‘l- 001 5»77

Date of Exemptions Februzry 2, 1958
{ntarnal Revenus Code Sections soueﬂ)

Gentlemen: ~ A .

Thank you for subaitting the information shown below. We have made
it a part of your rno._ :

The changes indicated do not adversely affect your exezpt status
and the exesption letter issued to you continues in effect.

Please lat us know about aay future change in the character,
purpose, zethod of operation, nacze or address of your organization.
This is a requiresent for retaining your exexzpt status.

Thank you for your cooperation.

Sincerely yours,

£lorf é[.;‘}:{_,f, |

B J Crant
Internal Reverue IV,___
Jtey Change Ercs - Io
. Faze . Twe Protestznt Episcopal The Zriscozcl Church in
- Cimre: in ths Hawaidan; Hawaii
) Island’ - ,._—.”/

~—

Forma L-223 (Rev. &




TREASURY DEPARTMENT

e EXHIBIT“ A" )

COMMISSIONER OF 1TLANAL REVENUE

AO®E3S SCALY 7O
SNt € SUUCA OF (WY Amay, BEVEE
asud LB TO

17:33:SET
Fr2eyoas

- -
. -
4 o)

The Protestant Ipiscopal Church in the ..,
Eawaiian Islands, Lan-001350)

. Saint Andrew's Cath.dral. .
. ) Queen Zamag Square,
Honolulu, T. H. ] o -
Sirs: . '

Beference is made to tha evidence submitted for use in deter-
alning your status for Federal income tax purvoses, suclh deteraizsw
tion bdeing necessary in order to sscertain the deductidility of con-
tridbutions to Ssint Andrew’s Cathedral, ons of your units.

The evidence discloses that yon were incorporated in 1862 under
the laws of Hawaii with the nane of the "Synod of the Haraziian Re-
formed Catholic Church”. In 1873 this race was chansed to "The
Trustees of the Anglican Church in Hawaii" and in 1901 to the nresent
ons unon the extension of the Jjurisdicticnm of the branch of the
Anglican Coarunion estadlished in the United States of Azerica by
the incorporation of the Hawailan Islands as a territory of the

United States of Anerica.

It is further indicated dy the evidence that your activities
are relizisus end educational with income derived froa contrivutions
ard gifts. Such incoze is used to maintaia your roligxaus and educa-
vional activities, nozs of it irmuring to the beneﬁt ol an;’ nrivate

ipdividual.

Based on the facts presented, it is beld that you. together with
your verious units, including Saint Amirew’s Catiedral, dre entitled to
exexption under the provisions of section 101(S) of the Revenus Act of
1936 end the corrsseondin.,, orevisioas of prior revesue acts. You are
not, therefors, required to file returns of incoze so long as thers is
no change ic your organizatiou, your purposes, or msthod of overation.

Any chanres in your form of organization or method of oreratien,
a8 saov¥n by *he cvidence subailied, must be imnsdistely remorted to
the collectsr »f internal revenue for your district, in order that the
effect of s.ch vzarces voon your nresent exexpt stat:s zry be deter-

ained.
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. .

Tharatiea Toteme o " “EXHIBIT 8 "

The exeantion referred to in this lettsr dnes nat apply ¢to

taxes levied under othar titles or provisions of the respective
Tevennus acts except insofar as exemption 1s granted expressly under
e those provisions to orzanizations enumerated in section 101 of the

Revenus Act of 1936 and the corresponding provisions of prior reye~
° nue acts. ’ , .

Contributions to your orgzanization dy individual donors ars
deductidle dy such indi-:’:als ia arriving at their taxable net
incoze 1n the zanner and to the extent provided by section 23(o)
of the Revenue Act of 1936 and ths corresponding vrovisions of

- prior revenus scts. The deductidility of contributions by earro-
rations is governed by section 23(q) of the Revenue Act of 1915.

4 cooy of this letter is deing transaitted to the enllectnr
of ipternal revenue.at Honolulu, T. H. :

By direction of the Comnissloner.

Bespectfully,

o AN/ Y

. _Deputy Coani ssiozer.
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DEPARTMENT OF TAXATION
STATE OF HAWAN

EYHIBIT“2 "

4 -~ anolulﬁ, Hawaii
+» August 7, 1975

° STAMLEY L
oLruUTY D

CERTIFICATION OF THE EPISCOPK; CHURCH IN HAWAIIX
UNDER ACT 100, L. 1971

T, GORDON Y. H. WONG, Director of Taxation, State of
Hawaii, do hereby certify, on the basis of information
available, that The Episcopal Church in Hawaii is a
nonprofit organization exempt from Hawaii Income tax
under Section 235-9(a) (2), Chapter 235, HRS.

Dated:.iﬂoﬁolulu, Hawaii
this 7vAday of
August, 1974.

g

GORLON Y. Il WONG
Director of Taxation




STATE OF HAWAIIL
DEPARTMENT OF LAND AND NATURAL RESOURCES
Land Division
Honolulu, Hawaii 96813

May 13, 2005

Board of Land and Natural Resources ;
State of Hawaii
Honolulu, Hawaii Statewide

Minimum Rent Policy for New Dispositions

BACKGROUND

Pursuant to discussion among staff, we feel there is a need to balance
staff time and costs against the returns from Land Division
dispositions. The State should receive a fair return on the land
while maintaining its duty under the public land trust.

The current lowest rent for leases and revocable permits is $156 per
year or $13 per month. Staff cannot locate any Board approval

regarding the definition or the origin of the "minimum rent". Staff
believes that in the past we just administratively adopted the term.

A consulting report by local real estate appraisal and consulting firm
Medusky & Co. was completed in April 2004 which addressed the state's
proposed formula for calculating one-time payments for term shoreline
encroachment easements. The report recommended that for small
encroachments where the rent payment, when calculated using the
recommended formula is less than $500, a minimum rent be charged of
$500. The $500 amount was derived via other small easement
considerations researched from the market. This fee was considered
reasonable in part for inconvenience and tc defray administrative
costs. The Board has adopted the $500 minimum rent for shoreline

encroachments.

RESEARCH

Staff has conducted some research into overhead and administrative costs
necessary to manage new dispositions and reopenings. Other landowners
were surveyed such as Campbell Estate and Kamehameha Schools Bishop
Estate. Campbell does not have a universal minimum rent but every year
they set their rent based on the current conditions and evaluates all new
deals based on that. Calls to Kamehameha Schools were not returned.
Department of Transportation (DOT) and Department of Agriculture were
also surveyed as to their policy regarding minimum rent. Only DOT
charges a minimum rent of $20 per month for rental of storage areas in
the harbor areas.

APPROVED BY THE BOARD OF
LAND AND NATURAL RESOURCES
AT ITS MEETING HELD ON 4,

!”/Ecq (2,.2007 ITEM D-19




EXHIBIT, 2"
BLNR — Minimum Rent Guideline = Bal; 2 = May 13, 2005

for DLNR-Land Division

Dispositions including lease, easement, license and revocable permit
involve rental payments on a recurring basis or lump sum. The proposed
guideline as explained below will cover these disposition but not the fee
conveyances, e.g. sale of remnant or reclaimed land.

Further, staff notes that land dispositions involve multiple offices,

e.g. DLNR, DAGS, AG. Staff would point out that the minimum rent
recommended below only covers the staff cost, of DLNR as the other
agencies are only involved at the application stage. Once the

disposition is consummated, DLNR is the only agency that manages the
disposition and incurs staff costs. While we want to recoup part of the
staff cost, staff feels that the figure has to be realistic and
affordable by our tenants.

Also, time consumed for different disposition could be varied. Staff
discussed the time with other districts and feels that an 8-manhour
period is appropriate as the basis of this analysis.

EVALUATION:
Eight hours at a rate of $18.91 (starting hourly rate of a Land Agent IV)

is $151.28. However, after the initial year, staff time expended on a
disposition, which is in compliance with the terms and conditions, would

be reduced substantially. Therefore, staff recommends a 75% discount
from the total staff costs to account for the ongoing staff time on
managing the disposition. Staff recommends $40 per month or $480 per

yvear ($151.28 x 25% = $37.82, rounded to $40 per month) as the minimum
rent for all dispositions involving recurring rental payment.

Staff feels the minimum one-time payment ($500) adopted by the Board
for shoreline encroachment could be used as a guideline for other term
or perpetual easements as well. The report by Medusky based his
findings on market data, which reviewed cother minimum rent payments
for a variety of other easements. The report concluded a minimum
payment for small encroachment easements of $500. Land Division has
been recommending one-time payment for other types of easements (e.g.
access, utility easements). Easement valuations are largely
determined via independent appraisal. However, in the event the
appraised value for the term or perpetual easement is below $500, then
Sstaff recommends a $500 charge to cover administrative overhead.

Staff feels this amount should be set as a minimum for all
dispositions involving one-time payment.

RECOMMENDATION

That the Board approves the above policy by reguiring:

A. All new dispositions by Land Division shall be subject to a
minimum rent of $40 per month, $480 per year or $500 (one-time
payment) depending on the payment term.

B. Staff shall bring any cases that require deviation from the above
policy to the Board for approval.




BLNR — Minimum Rent Guideline
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